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Introduction

Background

The Greater Tompkins County Municipal Health Insurance Consortium (the Consortium)
has retained Aquarius Capital Solutions Group, LLC (Aquarius) to conduct an
independent actuarial review of the Consortium’s outstanding claim liabilities for its self-
funded medical and prescription drug plan as of December 31, 2012 as required by
Article 47 of the New York State Insurance Law.

This law, called the Municipal Cooperative Health Benefits Plan Law, requires health
benefits plans to obtain a Certificate of Authority from the Superintendent of Insurance
(the Superintendent of Financial Services as of October 3, 2011) and execute municipal
cooperation agreements with the participants of the Consortium. One of the requirements
of Article 47 is that the Consortium obtains “a qualified actuary’s opinion relating to loss
reserves, provision for experience rating refunds, and any other actuarial items.”

The Consortium, originally comprised of thirteen (13) member participants, received its
Certificate of Authority effective October 1, 2010, however did not start collecting
premiums and paying claims until January 1, 2011. As of December 2012, the
Consortium covers approximately 2,000 employees. The original thirteen participants
included in this valuation as of the valuation date include:

o — County of Tompkins o — City of Ithaca

o — Town of Caroline o — Town of Ithaca

o — Town of Danby o — Town of Ulysses

o — Town of Dryden o — Village of Cayuga Heights
o — Town of Enfield o — Village of Dryden

o — Town of Groton o — Village of Groton

o — Village of Trumansburg

Plan Administration

The self-funded plan provides comprehensive health care benefits including coverage for
expenses related to:

* inpatient hospital stays;

* treatment provided in an outpatient hospital setting;

* professional medical services (i.e., physician charges);
* hospice and skilled nursing facility charges;

» home health care;

» diagnostic X-ray and laboratory services; and

* prescription drugs.

Excellus Blue Cross Blue Shield of the Central New York Region (Excellus) administers
all medical claims on behalf of the Consortium and its members. Express Scripts/Medco,
a third party pharmacy benefits manager (PBM), administers all prescription drug claims
on behalf of the Consortium.
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Limitations

This report and all attachments contained herein are for the internal use of the
Consortium and its consultant Locey & Cahill, LLC. It may not be provided to other
parties without prior consent. If consent is granted, the report must be provided in its
entirety. We recommend that any such parties have their own actuary review the report
to ensure that the parties understand the assumptions and uncertainties inherent in our
estimates.

We understand the Consortium intends to distribute this letter and attachments to its
auditor and state regulators in connection with its audit and regulatory filings. Aquarius
consents to this distribution as long as the report is provided in its entirety and the parties
are advised to have an actuary review the work.

Data Reliance

In our review, we have relied on the experience data and other information provided by
the Consortium and Locey & Cahill. We have not audited or verified the accuracy of the
experience data and other information. Our understanding is that claims experience
includes cost amounts for New York State assessments (e.g., HCRA covered lives, etc.).
If the underlying data or information is inaccurate or incomplete, the results of our
analysis may likewise be inaccurate or incomplete.
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Summary of Results

Article 47 Incurred But Unpaid Reserves

As of December 31, 2012, the Consortium established $3,082,421 incurred but unpaid
(IBNP) claim reserve liability in accordance with Section 4706(1) of Article 47 of the
New York State Insurance Law. The table below summarizes the estimates which are
also contained in Attachment 1 at the end of this report.

Aquarius Capital Model Estimates ® | GTCMHIC

Category Source Medical Pharmacy Total IBNP ©
1. Calculated (IBNP) [Atach2,3] | $2,229,550  $143,026  $2,372,576

: PD?\XZII(;?% Adverse | ()cim | $222,955  $14303  $237.258

= g;‘t’t‘l’;;o;fgxga}{? [(1)x2%] $44,591 $2.861 $47.452

% %i‘;‘ﬁ%?g‘hw 850l | iaren | $2497.006  $160190  $2.657.286 $3,082,421
5 giﬁgizmw"red [Attach2,3] | $18,555,970 $7,130,875 $25,686,845 | $25,686.845

6. Liability as % of

/ ) 0
Tneurred Clainms [(4)/ 6] 10.3% 12.0%

The Consortium has reached agreement with the Superintendent of Financial Services to hold IBNP
reserves equivalent to 12% of annual medical and pharmacy incurred claims.

[§)

Aquarius Capital model estimates determined using actuarial methods (i.e., age-to-age completion factor
development “chain ladder” method). Methodology is described further below. Month-by-month
incurred & paid claims, completion factors and estimated incurred claims for both medical and pharmacy
claims can be found in Attachments 2 and 3.

Provision for Adverse Deviation (PAD) reflects margin for claim fluctuations and is based on 10% of
calculated IBNP claim reserves.

Provision Claim Settlement Expense is based on 2% of calculated IBNP claim reserves.

These reserves are sufficient to meet the Consortium’s outstanding obligations and are in
compliance with the terms of the Consortium’s Certificate of Authority in the aggregate.
All actuarial computations were prepared in accordance with generally accepted actuarial
principles and practices with reliance on the accuracy and completeness of the
information provided for this purpose.

The ultimate solvency of a health benefit plan cannot be determined until its history
unfolds. No one can predict with precision the increase in medical costs and the rate at
which claims are reported or paid. A reasonable approximation of the true cost can be
provided through actuarial estimates. As actual experience emerges, the continued
appropriateness of the techniques and assumptions employed should be examined, with
modifications made as judged necessary.
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Methodology

The major reserve liability generated by a medical plan is the “incurred but not paid”
(IBNP) claims liability. The IBNP liability represents the dollar amount that will be paid
for claims that have been incurred (i.e., for which services have been rendered) prior to
the measurement date of December 31, 2012, but for which payment will not be made
until after the measurement date. This liability includes claims that have been incurred
but not reported plus claims that have been reported but not paid.

The Department of Financial Services recommends that Municipal Cooperative Health
Benefit Plans determine IBNP claim reserves separately for hospital/medical claims and
pharmacy claims. For hospital/medical claims, the IBNP reserve should be set at an
amount reflecting application of actuarial methods and principals including a ten-percent
(10%) margin for claim fluctuations, but no lower than seventeen-percent (17%) of
incurred hospital/medical claims and related expenses. For prescription drug claims, the
IBNP reserve should be set at an amount reflecting application of actuarial methods and
principals including a ten-percent (10%) margin for claim fluctuations, but no lower than
five-percent (5%) of incurred pharmacy claims and related expenses.

These requirements hold unless “a qualified actuary has demonstrated to the
Superintendent that a lesser amount will be adequate”. The Consortium has provided
such demonstration to the Superintendent of Financial Services in the 2011 fiscal year
(calendar year 2011). Henceforth, the Superintendent of Financial Services has agreed
that the Consortium need only hold reserves for its IBNP liability equal to or greater than
twelve-percent (12%) of expected medical and pharmacy incurred claims combined. The
balance of this section summarizes the approach used to assess the adequacy of the IBNP
reserve held by the Consortium as of December 31, 2012 of $3,082,421.

While the ultimate amount of claims that will be paid out cannot be determined until
history unfolds, a reasonable approximation can be provided through actuarial estimates,
based on past claims payment patterns. Monthly paid claims for medical and pharmacy
data split by month of incurral from Excellus and Express Scripts/Medco was provided
by the Consortium’s consultant Locey & Cahill, LLC for dates of service between
January 1, 2011 through December 31, 2012 and paid dates between January 1, 2011
through February 28, 2013.

Estimates of the December 31, 2012 unpaid claims liabilities were obtained through the
use of Aquarius’s reserving model. This model utilizes loss development triangles to
develop completion factors whereby age-to-age development factors are calculated (i.e.,
“chain ladder method”). These completion factors represent the percentage of claims
incurred in a given month that are paid in that month, the following month, etc. These
factors are then applied to the cumulative claims paid for each month of incurral to
estimate the total incurred claims in the month. Completion factors were developed for
medical claims and prescription drug claims separately as the two services complete with
differing patterns.
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The final set of completion factors are used to calculate ultimate incurred claim estimates
for each month of incurral from January 2011 through December 2012. The incurred, but
unpaid reserve estimates for each month of incurral are calculated as the difference
between ultimate incurred claims and claims incurred and paid for the month as of the
valuation date. Claims paid during January 2013 and February 2013 are “added-back” to
arrive at final December 31, 2012 reserve estimates. Attachments 2 and 3 contain the
detail of this calculation for medical and pharmacy incurred claim cost estimates.

Because the calculation of incurred but unpaid claim liabilities described above provides
a “best estimate” of the true liabilities that will emerge, a margin for conservatism to
account for volatility and fluctuations in the claims activity is appropriate. These margins
vary in practice and are, in part, discretionary. Aquarius estimates include a ten-percent
(10%) margin or Provision for Adverse Deviation (PAD). While the exact amount of the
margin is subject to judgment, it is recommended that these margins be consistent from
year to year.

A provision for claim settlement expenses is also typically appropriate. This amount
represents the expense attributable to payment of incurred but unpaid claims. Aquarius
estimates include a 2% assumption for administration costs associated with paying
reserve claims applied to the IBNP. Attachment 1 illustrates the Aquarius calculated
IBNP components for both medical claims and pharmacy claims along with a comparison
to the Consortium’s “booked” IBNP based on twelve-percent (12%) of medical and
pharmacy incurred claims.

Based on the results of Aquarius’s reserve calculations using actuarial methods, the total
IBNP, including margins described above, as of December 31, 2012 represents
approximately 10.3% of annual incurred medical and pharmacy claims for 2012. In light
of these results, the reserves held by the Consortium for claims that have been incurred
but unpaid as of December 31, 2012 are sufficient to satisfy the Consortium’s
obligations.
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Actuary’s Statement as to the Surplus of the Plan

I, Michael L. Frank, ASA, FCA, MAAA, am President and Actuary of Aquarius Capital
Solutions Group LLC. 1 am an Associate of the Society of Actuaries, Fellow of
Conference of Consulting Actuaries, and Member of the American Academy of Actuaries
and I meet the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained herein. I have been retained by the Greater Tompkins
County Municipal Health Insurance Consortium with regard to loss reserves, actuarial
liabilities, and related items.

I have examined the assumptions and methods used in determining loss reserves,
actuarial liabilities, and related items listed below, as shown in the financial statement of
the organization as prepared for filing with state regulatory officials as of December 31,
2012:

e (Claims unpaid (reported and unreported);
e Provision of deferred maternity benefits, if any;
e Other actuarial liabilities; and

e Dues items, such as receivables, due and unpaid, unearned, and paid in advance as
they may relate to actuarial items.

I have relied upon underlying records and/or summaries prepared by the responsible
officers or employees of the organization. My examination included such review of the
assumptions and methods used and such tests of the calculations as I considered
necessary.

In my opinion, the amounts carried on the balance sheet on account of the items
identified above:

(i) are in accordance with accepted actuarial standards consistently applied and
are fairly stated in accordance with sound actuarial principals,

(if) are based on actuarial assumptions relevant to contract provisions and
appropriate to the purpose for which the Statement was prepared,

(iii) meet the requirements under Section 4706(1) of Article 47 of the State of New
York Insurance Law and are in compliance with the terms of Consortium’s
Certificate of Authority as determined by the Superintendent of Financial
Services (i.e., 12% of 2012 annual medical and pharmacy incurred claims),

(iv) make a good and sufficient provision for all unpaid claims and other actuarial
liabilities of the organization under the terms of its contracts and agreements,

(v) are in aggregate, computed on the basis of assumptions consistent with those
used in computing the corresponding items in the annual statement as of
December 31, 2011, and

(vi) include appropriate provision for all actuarial items which ought to be
established.
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The amount carried on the balance sheet for incurred but unpaid claims was not
calculated using actuarial methods. Instead, it was determined using the methodologies
described in Article 47 and in compliance with the terms of the Consortium’s Certificate
of Authority as determined by the Superintendent of Financial Services (i.e., 12% of 2012
annual medical and pharmacy incurred claims).

Incurred but unpaid claim liabilities using actuarial methods is equivalent to 10.3% of
2012 annual incurred medical and pharmacy claims. Based on these results, the reserves
held by the Consortium for claims that have been incurred but unpaid as of December 31,
2012 are sufficient to satisfy the Consortium’s obligations as determined using actuarial
methods.

Z627

Michael L. Frank, ASA, FCA, MAAA
President and Actuary
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